ABSTRACT Don't Worry, Be Happy? Happiness and Reemployment * Subjective well-being is primarily treated as an outcome variable in the economic literature. However, is happiness also a driver of behavior and life's outcomes? Rich survey data of recent entrants into unemployment in Germany show that a significant inverted U-shaped relationship exists between residual happiness and an unemployed individual's future reemployment probability and the reentry wage. Residual life satisfaction displays higher (or lower) satisfaction levels than would be predicted by a number of socioeconomic and demographic characteristics. This paper is the first to show that happiness is mainly a predictor for self-employment and less for standard reemployment. Related findings suggest that happiness matters for male unemployed, and the concept of locus of control is able to explain part of the effect. If reemployment and higher wages are considered desirable outcomes for the unemployed individual and society, the shape of the effect suggests an optimal level of happiness, which is not necessarily the highest.
Introduction
Analyzing individual happiness has become increasingly important in economic research, starting with the pioneering work of Easterlin (1974) on income, GDP per capita and happiness. 1 A person's subjective well-being displays a wider (empirical) concept of their utility by incorporating both income and non-income determinants. In the same spirit, the Stiglitz report on the measurement of economic performance and social progress highlights that "emphasising well-being is important because there appears to be an increasing gap between the information contained in aggregate GDP data and what counts for common people's well-being" (Stiglitz et al., 2009, p.12) . Subjective well-being and detecting its determinants can be considered the main goal in most people's lives (see, e.g., Frey and Stutzer, 2002 , for a detailed overview). However, this paper adopts a different direction -namely what stands behind considering happiness as a goal. Is happiness also a driver of behavior and life's outcomes? Do societies benefit from happier citizens? There is no doubt that people do certain things to become happier or remain as happy, but do happier people also behave differently because they have different well-being levels?
This paper concentrates on unemployment dynamics -and particularly, how an unemployed individual's happiness is related with their future labor market outcomes. To date, the unemployment-happiness literature has been rather concerned with the effect of general and individual unemployment on happiness (e.g., Clark and Oswald, 1994; Winkelmann, 1995, 1998; Clark et al., 2001; Di Tella et al., 2001; Kassenboehmer and Haisken-DeNew, 2009 ) with a broad consensus that unemployment leads to a reduction in life satisfaction. Given that there appears to be high psychological distress related to the state of unemployment and general output reduces, this constantly represents an important topic in terms of public welfare and policies. On that note, it is naturally important to understand what brings unemployed people back into employment: is the unemployment-happiness relationship exclusively a one-way street, and can this contribute to the underlying discussion about voluntary and involuntary unemployment? Therefore, the main questions of this paper are whether individual happiness influences an unemployed individual's future reemployment probability, and if reemployed, reentry wages. Since there seems to be no adaptation in life satisfaction with respect to unemployment compared to other life events (Clark et al., 2008) , the relationship with reemployment appears to be of particular importance. Moreover, reemployment is measured in the data one year after the respective unemployment entry. This is a crucial point with respect to unemployment duration, as it marks the border to long-term unemployment. It is important that individuals avoid passing into long-term unemployment for several reasons. First, evidence suggests that individuals suffer from long-term unemployment with respect to their labor market opportunities and physical and mental well-being (Machin and Manning, 1999) , and individuals who have been longer unemployed are less likely to find a job (Shimer, 2008) . Second, 12 months are the maximum period in Germany during which prime-aged unemployed individuals are entitled to unemployment benefits receipt. 2 The general contributions of this paper are first, a deeper understanding about what the unemployed's life satisfaction might influence and possible mechanisms, and second, new insights about determinants of reemployment and reentry wages. In particular, this paper aims to minimize the possible worries arising from the endogeneity of happiness. For an actual causal effect of happiness, one would need something like a random assignment or experimental data, which I do not have in the case of the observational survey data being used. A problem of endogeneity arises if an unobserved variable influences life satisfaction and future employment probability, since one would falsely interpret an effect from life satisfaction as causal in this case, despite the other factor actually determining the pattern in the relationship. Several factors related to the type of data, sample selection and empirical strategy contribute to a reduction of the endogeneity issue. Rich survey data of recent entrants into unemployment in Germany are used for the empirical analysis, with much known about their search behavior and other variables compared to other datasets. Moreover, the respondents all have been unemployed for the same amount of time, around two months on average, and thus their happiness levels are not influenced by different unemployment durations and moreover a discouraged worker effect should be small or non-existent. I am able to exclude those individuals who have not been looking for a job, and importantly those who have been looking and report to have found a job already, so the sample will only comprise actual job seekers. In addition, individual happiness and the outcome vari-ables are observed one year apart, since disentangling the direction of any effects would be almost impossible only using one cross-section. Finally, the empirical strategy is based on using "residual happiness" rather than absolute happiness as an explanatory variable, much in the spirit of Graham et al. (2004) . The idea is to investigate whether people who had higher (or lower) happiness levels than their socioeconomic and demographic characteristics would predict having different labor market outcomes one year later. This residual element of happiness is interpreted as some sort of underlying inner disposition or cognitive bias (e.g., Cummins and Nistico, 2002) , and therefore captures psychological differences between the respondents (and some random noise). Moreover, this is the first study to consider an exclusion restriction when calculating residual happiness and correcting the standard errors in the main regression due to the generated regressor.
The main results are that residual happiness has a positive and statistically significant effect on the individual's reemployment probability, however, this has a nonlinear, concave shape with the reemployment probability decreasing at the highest values of residual happiness. The relationship between residual happiness and reentry hourly wages is similar, and even more statistically robust. Further investigation shows that the reemployment result is mainly driven by self-employment. To the best of my knowledge, it has never been shown that happiness matters mainly for future self-employment and less for standard employment. The optimal level of residual happiness to maximize the self-employment probability lies at 1.9 points over what would be predicted by several covariates, given a happiness scale from 0-10. Moreover, there are rather strong gender differences with respect to the reemployment relationship, where men are driving the result and the concept of locus of control (the subjective belief about future outcomes being determined by the own actions or external factors) is able to explain part of the effect. These mechanisms also appear to be interrelated.
The remainder of this paper is organized as follows. Section 2 introduces some theoretical considerations. Section 3 describes the data and sample. Section 4 provides the results of the empirical analysis, and Section 5 concludes.
Happiness as a Driver of Job Search Behavior
There are still only a few papers to use happiness as a determinant rather than an outcome (see, e.g., Kenny, 1999; Guven, 2012; Goudie et al., 2012; De Neve and Oswald, 2012) . Using residual happiness, Guven (2011) finds an inverted U-shaped effect of residual happiness on social capital, and Graham et al. (2004) find that individuals with higher residual happiness make more money and are in better health 5 years later. Psychologists and economists have considered positive affect as an explanatory variable (for a detailed overview, see, e.g., Lyubomirsky et al., 2005) .
Studies connecting happiness, job search and labor outcomes include Clark et al. (2008) , finding that future unemployment reduces current wellbeing, which can be interpreted as a lead or anticipation effect. Clark (2003) finds those with a higher drop in mental well-being when becoming unemployed less likely to remain unemployed one year later and to have a shorter unemployment duration, whereas Gielen and van Ours (2011) find this drop in life satisfaction not to stimulate job finding. Psychologists find that high trait positive affect leads to greater success at obtaining follow-up job interviews (Burger and Caldwell, 2000) , and that higher well-being at the age of 18 predicts higher levels of occupational attainment (Roberts et al., 2003) . Overall, the findings in the related literature suggest that higher happiness leads to "better" outcomes.
In theory, the standard model of job search (McCall, 1970; Mortensen, 1970) suggests that an individual's reemployment probability depends on both the probability of receiving a job offer and accepting it, usually displayed by the individual's reservation wage. Determinants of the reservation wage are the expected wage distribution, possible search costs, the job offer arrival rate and unemployment benefits (or more generally, gains during jobless periods). Factors determining the job offer arrival rate include the general state of the labor market, the individual's job search effort (if effort is endogenized), education and experience. How would an individual's well-being enter this model? Hermalin and Isen (2008) incorporate current emotional state into an economic modelling and decision-making framework, with the idea being a dynamic recurring relationship between affect at the beginning of a period, which influences preferences, that determine decisions or behavior, which in turn determine affect at the end of a period. With respect to reemployment, their theoretical framework suggests that employers prefer workers with initial happiness levels greater than some cutoff value as their work effort would be higher. 3 If the happiness level is not high enough, the employers try to induce it, e.g., by offering the employee a signing bonus and thereby boosting the state of affect. In terms of the search model, the job offer arrival rate would therefore increase with happiness, since a happier worker is assumed to be more valuable for the employer through assumed higher productivity and possibly better teamwork abilities. This would be a direct channel from happiness to employment, displaying a sort of unobserved characteristic for the hiring probability besides qualification, experience and possibly other factors.
Besides this direct impact, several indirect channels exist through which happiness can affect reemployment, with the most obvious probably being job search effort. However, the direction of this effect is theoretically ambiguous: on the one hand, a very unhappy individual may suffer intensely from unemployment and tries hard to get out of it. This increases the job search intensity and/or decreases the reservation wage, both of which would lead to a higher reemployment probability. On the other hand, higher subjective well-being may display more resilience and higher motivation to search. 4 In this case, higher happiness would increase the prospective employment probability through higher job search effort. Other channels include health and social contacts, which are both positively relate happiness and reemployment (see, e.g., Verkley and Stolk, 1989) .
A second outcome in the empirical analysis is the reemployed individual's wage. What would the association be between happiness and future wages? It appears similar to the one discussed for the reemployment probability, namely that employers may see higher potential or prospective productivity in happier job candidates, which would result in higher wage offers. From the workers' perspective, happier candidates may exert greater bargaining power or abilities through higher self-esteem, and likewise reentry wages would increase with happiness. Therefore, theory predicts that the happier the unemployed individual, the higher is their wage when reentering the labor market.
Data and Sample
I use data from the IZA Evaluation Dataset S (Caliendo, Falk et al., 2011) , which is a survey of almost 18,000 individuals who entered unemployment between June 2007 and May 2008. 5 One cohort of respondents was interviewed each month, therefore one wave consist of 12 cohorts. The analysis is based on the first wave of the survey, which took place on average about two months after unemployment entry, and the second wave, which took place one year after this respective unemployment entry. 6 One advantage of the data lies in its specific focus on entrants into unemployment. The IZA Evaluation Dataset S is thus highly appropriate for studying the processes of job search and labor market reintegration. Similar household surveys are generally designed to be representative of the whole population (e.g., the German Socio-Economic Panel Study, SOEP), which has an important drawback when studying unemployed individuals because sample sizes decrease substantially.
The data address a large variety of topics such as the individual's detailed search behavior (number of applications, search channels, reservation wages etc.), ethnic and social networks, psychological factors and life satisfaction. The exact wording of the life satisfaction question is "How satisfied are you with your life as a whole these days?" and is measured on a scale of 0-10, where 10 represents maximum satisfaction. Self-reported life satisfaction has shown to be a valid and consistent measure of subjective wellbeing within the existing literature. Self-reports and other measures such as interview ratings, peer reports and the average daily ratio of pleasant to unpleasant moods show a strong convergence (e.g., Diener and Lucas, 2000) . Other objective validity has been shown through, e.g., brain-science data (Urry et al., 2004) and compensating-differentials quality of life measures (Oswald and Wu, 2010) . Moreover, Lepper (1998) shows that subjective well-being measures are fairly stable over time, and are not substantially influenced by mood states or interview circumstances.
The sample is selected with respect to the following characteristics. All individuals in the first wave must still be unemployed, thus I exclude those who are already reemployed at the time of the first interview. Given that the interview takes place on average around two months after unemployment entry, around 25 percent of the individuals in the first wave have already exited unemployment. Respondents who claim not to have searched for a job since unemployment entry are also excluded. Most of them had already found a job. Moreover, I exclude those individuals who searched for a job but claimed at the time of the interview to certainly have a prospective job. I thereby minimize the potential bias arising from already having a job or knowledge about a future job, which causes individual happiness and future reemployment probability to increase simultaneously. The selected sample is a balanced panel of the first and second wave, and after excluding observations with missing information, I am left with a sample of 2,534 individuals per wave. Table 1 displays summary statistics of the main variables. The information stems from the first interview, except for the employment status, hourly wage and information about life satisfaction by employment status, which are from the second wave. The mean of the newly unemployed's life satisfaction is 6.1 in the first wave, which is slightly higher than results from other studies using SOEP data, where the unemployed's life satisfaction lies rather below 6 (e.g., Winkelmann and Winkelmann, 1998; Gielen and van Ours, 2011) . Considering the evolution of life satisfaction after one year, it confirms findings in the literature that individuals' life satisfaction increases when they are reemployed, in this case on average by one point to around 7. Individuals who are unemployed in the second wave suffer more than in the first wave, with their life satisfaction decreasing to around 5.5 confirming the assumption that there is no adaptation to unemployment. Almost 60 percent of the sample are employed one year after unemployment entry, reporting an hourly wage of 8.30 Euros. The average age is 38 years, and slightly less than half the sample are men. Around 17 percent of the sample are either first or second generation migrants, and around 30 percent live in East Germany. 51 percent are married, most respondents have an intermediate school and vocational degree and every fifth respondent has a degree from a technical college or university. The average last hourly wage is 7.50 Euros, and the average duration of the last job prior to unemployment entry was 52.5 months. On average, the individuals have written 15 applications since unemployment entry and use about five search channels (out of 10 possibilities, including other search channels). 64 percent of the sample look for a full-time position as opposed to a part-time position or either of the two. The most common reason for terminating the last job is layoff, accounting for around 44 percent of the sample, with two other prevalent reasons being the end of a temporary contract and quitting the job.
Empirical Analysis

Residual Happiness
To calculate residual or unexplained happiness, I first estimate an OLS life satisfaction regression with several independent variables from the first wave. 7 Economists are more likely than psychologists to be worried about satisfaction scores only being ordinally meaningful. However, ordinal and cardinal estimations of life satisfaction usually generate very similar results (Ferrer-iCarbonell and Frijters, 2004; Frey and Stutzer, 2000a) . 8 The life satisfaction equation looks as follows:
where W i is individual life satisfaction, X i are individual, household and regional characteristics, and i are the residuals. Demographic and socioeconomic control variables are included, as well as wage and duration information about the last job, the amount of unemployment benefits received by the individual, and the employment status of the spouse or partner. Moreover, the federal state's unemployment rate, the reason for last job's termination and the living area's social class are controlled for. Geographical dummies for German federal states, interview cohorts and the amount of time between unemployment entry and interview are added as additional control variables.
In a second step, the residual i for each individual i is predicted. By 7 Results from an ordered probit estimation are similar. 8 If panel data are available, it is nowadays standard in the literature to use fixed effects models for happiness estimations in order to avoid biases arising from unobserved timeinvariant factors that determine both, the independent variables and happiness. One could then estimate a standard fixed effects model and include the fixed component and overall error component in the measure of residual happiness. However, since I am using only two waves in my analysis and am interested in how residual happiness is related with future outcomes, I am estimating a cross-sectional model for the first wave (see also Guven, 2011; Graham et al., 2004) . Moreover, there could be a problem due to possible serial correlation of residuals in panel models as shown by Guven (2011) , which cannot be used to solve reverse causation. Nevertheless, it would be important for future research to investigate whether results largely differ between the cross-sectional and fixed effects residual happiness approach. definition, the residuals are uncorrelated with the individual characteristics in the first wave, and as such present a measure for unexplained happiness laying above or below what would be expected by these observable individual characteristics. This variable may be interpreted as a proxy for inner individual disposition or cognitive bias, but also contains some noise. The living area's social class (number of households in a living area belonging to upper, upper-middle, middle, lower-middle or lower social class) serves as exclusion restriction, which is included in the first regression but not in the main regression of interest for identification reasons. The variable is comprised of information gathered by the survey institute by actual site inspections. To the best of my knowledge, this is the first study taking an exclusion restriction into account when using residual happiness. The variable is assumed to determine life satisfaction, but not directly the reemployment probability. Given that most of the variables in this dataset are somehow related to reemployment, it appears to be a reasonable fit. The variable displays the number of households in the living area -defined as a neighborhood of around 500 households. Regarding the relationship with happiness, this may also tackle a relative aspect (Luttmer, 2005) , however, which should not harm the analysis. It is constructed out of factors such as household income, purchasing power parity and quality of the residential area, defined by, e.g., distance to parks and the development structure of buildings. 9 The choice of the exclusion restriction is supported by evidence showing that neighborhood quality does not determine eventual earnings, unemployment likelihood and welfare participation (Oreopoulos, 2003) . Moreover, residential mobility in Germany is rather low, with moving for employmentrelated reasons only accounting for a small share of around 10 percent, where commuting may be the preferred option (Caldera Sánchez and Andrews, 2011) . Therefore, sorting due to employment prospects should pose no serious problem. There could be some correlation between the neighborhood's social class and the individual's own vocational degree, and in turn with the reemployment probability. However, individual educational and vocational degrees are added as control variables, thus any correlation of that kind should be taken into account in any case. Table 2 shows the results of the life satisfaction regression, which are generally similar to standard happiness equations with a representative sample of the society or working population. In this case, the sample consists only of unemployed individuals, with one advantage that they have all been unemployed for a similar amount of time, which is usually not the case in other datasets. Men are significantly less happy, and happiness is U-shaped with age. Having a disability, being married to a spouse without a full or part-time job, or being single all have a statistically significant negative effect on life satisfaction. Having a higher schooling degree is mostly associated with higher happiness, likewise having a spouse with a full-time position. Second generation migrants are significantly less happy than natives, and the past hourly wage positively affects happiness. Compared to having had a job for under a year, having had a job for up to 10 years or longer has a significant positive effect on the happiness of newly-unemployed individuals. The reason for the end of the last job does not play an important role in this estimation. 10 Finally, living in an area with a higher number of households belonging to the upper social class significantly raises life satisfaction, whereas a higher number of upper-middle households significantly decreases it, and a larger number of middle, lower-middle and lower class households does not influence life satisfaction. Figure 1 shows a graph plotting the relationship between the residuals of the aforementioned regression and the employment probability in the second wave, suggesting a non-linear connection. For the most part, it is increasing until a certain point, when it experiences a sharp decrease at very positive residuals. The lowest reemployment probability is found for individuals with the highest unexplained happiness. Essentially, the graph suggests that individuals who are very unhappy or very happy both have a lower reemployment probability than individuals in between, pointing to an inversely U-shaped relationship. One possible explanation is lack of motivation, either because the person is depressed with the situation and the driving force is missing or the person is so happy that there is no motivation to change their situation.
A very important channel in this regard could be the job search effort. Table 3 shows the distribution of the means of various job search variables, comparing individuals with positive and negative residuals. Moreover, a ttest between the two subsamples is conducted. It becomes apparent that individuals with higher residual happiness are significantly more likely on average to be employed one year later, reflecting the largely increasing rela-tionship between the residuals and reemployment, yet neglecting the sharp decrease at the highest values. The other numbers in the table suggest that happier individuals exert less job search effort, for instance, writing significantly fewer applications and using significantly fewer search channels. When it comes to the use of single search channels, there is no significant difference for most of them, except searching via the job information system of the employment agency and sending out speculative applications, with happier individuals less likely to use both of these channels. With respect to the number of formal, formal active and formal passive search channels, the picture remains the same. 11 However, happier individuals appear to be less likely to search for a full-time position, which could be one reason why they are searching less, as the pressure may be lower.
Main Results
Reemployment
The second step in the empirical analysis is to investigate whether residual happiness has any additional effects on the reemployment probability, after controlling for usual determinants of reemployment. Table 4 shows the main results when adding residual happiness as a regressor along with several other control variables. To detect any non-linearities, squared terms and quintile dummies are used besides the full values of the residual variable. Column (1) presents linear effects, indicating a positive and significant effect of increasing residual happiness on the future reemployment probability. The residual is then divided into negative (and positive) residuals by setting the positive (or negative) residuals to zero. The negative residual variable displays the absolute values rather than the negative numbers, which means that a negative sign denotes a positive effect of an increasing residual on the reemployment probability. The positive linear effect of residual happiness is driven by individuals who are less happy than would have been predicted. No significant positive effect of positive residual happiness alone can be detected. Interestingly, when adding a squared term of the positive and negative residual, the inversely U-shaped effect becomes apparent for the positive residual fraction, with a residual of 1.633 representing the turning point. This quadratic effect is not driven by outliers, since there are more than 500 observations involving a residual of 1.633 and above. This means that being 1.633 points happier than predicted by a number of variables maximizes an individual's reemployment probability. There is no non-linear effect for individuals with negative residuals. Finally, four dummies are added in separate regressions that indicate having a residual value higher than the first, second, third and fourth quintile of residual happiness. Again, this demonstrates the positive effect at the lower part of the residual distribution and the diminishing trend the higher the residuals. Statistical significance is also only given at the two dummies at the lower spectrum. In summary, these results suggest a positive significant effect of residual life satisfaction, particularly at the lower part of the distribution, whereas the linear effect turns non-linear inversely U-shaped in the upper part of the distribution. The effect at the top of the residual distribution may typify individuals who are voluntarily unemployed or did not try to change their life situation, since they were already very satisfied with it. Table 5 displays regression results for the smaller sample of individuals who found a job in the second wave, with the dependent variable being their logarithmic hourly wage at the new job. Columns (1), (2) and (3) highlight a statistically significant positive effect of residual happiness on future hourly wages. However, as can be seen in column (4), the effect is not linear, as the squared term of positive residual happiness is negative. Therefore, similar to the probability of reemployment, the highest values of positive residual happiness lead to lower hourly wages. The turning point is similar to before, at a residual value of 1.36. With respect to negative residual happiness and its squared term, both coefficients show a positive statistically significant effect, bearing in mind the "reversed" sign for the non-quadratic negative residual coefficient. The quintile dummies confirm the former results with positive significant effects up to and including the third quintile. Besides having a mostly positive effect on the reemployment probability, happier individuals also earn more in their new job. Given that past hourly wage and education is controlled for in the regression, there must be something additional that the employers appreciate or expect from the happier individuals for them to be paid higher wages accordingly. Moreover, happier individuals might also be better bargainers. The negative effect at the top could be explained by individuals with the highest residual happiness not caring much about wages, such that they do not bargain as intensely. Oishi et al. (2007) also find that the highest levels of income are not reported by the most satisfied individuals, but rather by moderately satisfied individuals.
Hourly Wage
The first question arising at this point is why such effects occur, with the forthcoming section attempting to explain where the effect comes from. However, the mechanisms shown in the following focus on reemployment and not wages. The channels for these two outcome variables appear not to be similar, and only hold with respect to the reemployment relationship.
Potential Mechanisms
Male vs. Female Table 6 show the results for reemployment separately by gender, and to the best of my knowledge, such differential effects for men and women have never been shown. Interestingly, the results suggest that the male unemployed are driving the main results, as the effects for women are not statistically significant and substantially smaller than for men. The linear residual happiness coefficients are significantly different from each other, in an interesting and perhaps unexpected pattern. Why should happiness only be a driver for unemployed males with respect to their reemployment probability? It could be that this selected sample displays a non-representative selection for males and females, in the sense that men may still feel more attached to the labor market than women, and thus not being very unhappy is more important for men. Additionally, the male residual happiness distribution has longer tails (women may reply more carefully or avoid outliers), therefore effects at the bottom and top can be driven by the male responses. The male and female reemployment rate is virtually the same. Further research would be interesting in considering whether this differential pattern also exists in other settings, not only connected to unemployed individuals. 12 Dividing the sample by education does not lead to differential results. Table 7 shows the results when differentiating standard employment and self-employment in the second wave, with both possibilities being jointly analyzed thus far. The results appear quite intriguing, with columns (1) to (5) showing the estimations where the dependent variable is equal to 1 if an individual became reemployed, excluding the self-employed. Compared to the main results, all coefficients decrease, and moreover, most statistical significance disappears. The nonlinear shape at the top is still apparent, but only significant at the 10 percent level. Columns (6) to (10) show the results when only considering self-employment, with all coefficients increasing compared to the main results, being up to four times larger than the coefficients for standard employment. Moreover, they are all statistically significant, except the squared negative happiness residual term, which suggests a clear and robust inversely U-shaped relationship between residual happiness and self-employment. The turning point for the self-employed is at a residual happiness value of 1.9, which is slightly higher than for the whole sample. This result can be a valuable contribution given the increasing interest and literature regarding personality and entrepreneurship (see, e.g., Caliendo, Fossen et al., 2011; Caliendo and Kritikos, 2012) .
Self-Employment
Locus of Control
One advantage of the data set used for this analysis is the variety of topics covered, therefore the main results can be connected to variables that are rarely available, which to my knowledge has not been achieved in such a way. There are a number of personality questions in the questionnaire, with some of them referring to the locus of control. This is a concept involving the subjective belief of whether life's outcomes are outside one's control and can rather be attributed to fate or luck (external), or alternatively whether life's outcomes depend on one's own decisions and behavior (internal). Individuals with an internal locus of control have been found to be associated with higher happiness (Verme, 2009; Becker et al., 2012) , and external individuals have been associated with a lower probability of full-time employment (Braakmann, 2009 ) and lower reservation wages (Caliendo et al., 2010) , whereas internal individuals exert higher job search effort (Caliendo et al., 2010) .
By adding this personality dimension to the relationship, can the locus of control concept explain the residual life satisfaction effect? Table 8 dis- plays the results when including the standardized locus of control index, 13 showing that the residual happiness effect can be partly explained by this factor, as all coefficients decrease at least slightly when including the standardized index of locus of control as a control variable. However, the effects of only negative residual happiness and the inversely U-shaped effect at the high positive residual values are still significantly different from zero.
All three potential channels appear to be interrelated, as men are more likely to be self-employed, and those self-employed also had higher internal locus of control levels in the first wave. However, further differentiating the male sample by self-employment and employment shows that there is still a happiness effect for men with respect to standard employment (that is not apparent for women). 14 Generally showing that happiness is a predictor of self-employment has not previously been achieved to my knowledge, and can represent important information for academic research and policymakers.
Attrition
Panel mortality is a common problem related to longitudinal datasets. Attrition may lead to selection bias, which is why the main results are checked for robustness as follows. With respect to the dataset used for this analysis, around 50 percent of the original sample can be reached for a second interview. In order to control for possible attrition bias, inverse probability weighting is applied. Assuming the selection process is based on observables this procedure is √ N -consistent (Wooldridge, 2002) .
This method involves two steps, the first step of which is to estimate a probit or logit model of the probability to reply in the second wave on several independent characteristics of the first wave. In the second step, inverse probabilities are calculated for each individual with the fitted probabilities to reply in the second wave. The main estimation results are weighted us- 13 Constructing the locus of control index relies heavily on Caliendo et al. (2010) . Respondents are asked ten statements related to attitudes towards life and the future and are supposed to agree on a scale from 1 to 7. Caliendo et al. (2010) performed a factor analysis that attributed certain items to the internal locus of control concept and certain others to the external one. For the full index, all items are standardized and the aggregated external ones are subtracted from the aggregated internal items. The full index is then standardized once more and enters the regression as such. A higher value refers to a more internal locus of control.
ing these inverse probability weights, which take higher dropout rates with respect to certain individual characteristics into account.
The results of a logit estimation are shown in Table 9 , with the probability to reply in the second wave being the dependent variable. 15 Compared to the first cohort, most cohorts are significantly more likely to reply in the second wave. The same is true for higher vocational degrees and whether children are present in the household. The larger the timelag between the actual unemployment entry and the first interview, -there is an average time gap of two months -the lower the probability to give a second interview. Furthermore, first generation migrants are also more likely to drop out. Other characteristics such as information about the last job, gender, geographical distribution, age, marital status, life satisfaction, residual happiness and locus of control are not relevant for the selection process. 16 Table 10 shows the main results correcting for panel mortality, with the first five columns displaying the results for future reemployment and the last five columns the results for future wages. The effects with respect to reemployment slightly decrease, and the main effect of residual happiness loses its statistically significance, whereas the nonlinear effect for positive residual happiness is particularly robust to attrition bias. Further analysis shows that dropping around 100 observations with weights above 4.5 (the overall mean is 2.07 with a standard deviation of 0.84, and the median is 1.80) leads to very robust main results. In summary, there appears to be some selection bias with respect to the results of reemployment which, however, is driven by outliers with very large weights. The results of future wages are very robust with respect to attrition as shown by columns (6) -(10). Some magnitudes are slightly smaller than without correcting for panel mortality, yet this does not change the former conclusions. The results are also robust to dropping individuals with weights larger than 4.5. Therefore, correcting for attrition bias does not seem to alter the key findings of the main analysis.
Conclusions
This study investigates the effect of an individual's happiness level on future labor market outcomes. In particular, an inflow sample into unemployment in Germany is used to calculate residual happiness, which displays higher (or lower) satisfaction levels than would be predicted by a number of demographic and socioeconomic characteristics. In a second step, the effect of this residual on future labor market outcomes is subsequently analyzed. There is a statistically significant inverted U-shaped effect of residual happiness on an unemployed individual's future reemployment and reentry wages, even after controlling for demographic and socioeconomic characteristics. Further investigation offers three mechanisms, that appear to also be interrelated, and have not previously been shown in this context: a) happiness matters mainly for future self-employment and less for standard employment; b) happiness matters only for male unemployed and not for females; and c) and the concept of locus of control is able to explain part of the effect. The result regarding self-employment is a new and interesting finding that may have implications for the literature on entrepreneurship. However, this study is only representative of the selected unemployment population in Germany. Future research investigating gender effects could shed light upon whether significant differences between men and women also exist outside the unemployment or labor market context. Furthermore, the connection between happiness and personality traits should be investigated in greater detail whenever possible, to better understand the driving forces behind their relationship.
One motivation for this study is to understand what happiness displays for individuals. There is no doubt that it can be considered as the ultimate goal in life for most people. Individuals do certain things because they derive utility or satisfaction from them, and therefore happiness represents a goal in itself. However, there is also a second goal that goes one step further: an individual's satisfaction also makes them do things or not, which in turn leads to certain outcomes. Consequently, given a positive connection, happiness would lead people to make "better" choices for themselves and their lives, which would hopefully translate into "better" choices for society. Generally, this positive connection between happiness and future outcomes seems to exist. However, this study shows that this effect is not linear, at least in this special setting with unemployed individuals. If reemployment and higher reentry wages are considered desirable outcomes for the un-employed individual and society, the shape of the effect suggests that the optimal level of happiness is not necessarily the highest (Frey and Stutzer, 2000b) . Being too happy may lead to the loss of motivation and resilience to pursue one's life in a conscious and healthy manner. In the same spirit, psychologists have found the optimal level of happiness in the domains of volunteer work and personal relationships to be the highest, whereas the optimal level of happiness for achievement outcomes such as income and education is a moderately high level. Oishi et al. (2007) state that a slight dissatisfaction can serve as motivation to achieve more, earn more money, and in other words, to (self-)improve, which is confirmed by the findings of this paper. Maximizing happiness should not necessarily be the goal that future policy-makers should consider. Instead, optimizing happiness appears to be the enduring and desirable long-term ambition. 
(8) Murphy and Topel (1985) standard errors in parentheses. Positive (negative) residual happiness contains the residual values while setting the negative (positive) values to zero. Negative residual happiness displays the absolute values rather than the negative numbers. Further control variables are dummies for German federal states, interview cohorts, time between unemployment entry and interview, state unemployment rate wave 1 and wave 2, reason for termination of previous job, male, migrant status, age and age squared, marital status, disability children, employment status of spouse/partner, duration and hourly wage of last employment, logarithm of unemployment benefits, educational and vocational degrees, search variables of wave 1 (number of search channels and applications, search for full-time or part-time job). *** significant at 1%; ** significant at 5%; * significant at 10%. 
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